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2005 PFP Distinguished
Service Award

The 2006 AICPA Personal Financial Planning Conference,
held in January in San Diego, was a huge success in
terms of attendance and speaker capital. Each of this
issue's articles is based on conference presentations.
Planner's staff wishes to congratulate Steven I. Levey,

CPA/PFS, of the GHP Financial Group in Denver, CO on his
receipt of the 2005 PFP Distinguished Service Award. Mr.
Levey has volunteered hundreds of hours on behalf of the
AICPA, for example, by chairing the 2005 and 2006
annual conferences. He is currently a member of the
AICPA’s National Accreditation Commission.●

Steven I. Levey, CPA/PFS

How to Become a Successful
Financial Planner
By Chas P. Smith. CPA/PFS

Educate rather than dictate

Ninety-five percent of financial planning
revolves around wealth accumulation and
preservation. The basic principle of wealth
accumulation is very simple: Live below your
means and save money over an extended
period. Successful financial planners must
convince their clients to believe and practice
this principle.

Early in my career, I learned an important
planning tip from Darrell Cain, CPA. Our job is
to educate rather than dictate in the financial
planning process. We should present objec
tively to our clients the choices available and
the respective consequences of those choices
— and then let the clients make the final
decision. We act as the professional coach,
not the owner, of the team.

Wealth accumulation and saving money
involve discipline, sacrifice, and above all,
making the hard decision to save rather than
spend. In the best seller The Millionaire Next
Door (a copy of which we give to all our new
clients), the author interviews millionaires
across America and concludes that there is
one common denominator among them —
they are all prodigious savers. For the most
part, they are also owners of closely held
businesses and they love going to work. Our
job as CPA planners is to encourage our
younger clients to save money. For our older
clients who have accumulated wealth, our
job is to help them preserve and transfer their
wealth to their loved ones and charities of
their choice.

For example, we may have a client in his late
30's who is the breadwinner in the family but
who carries an inadequate amount of life
insurance. We believe that 15- or 20-year
inexpensive term life insurance will be most
appropriate for him. However, we would
present various choices and illustrations of
permanent and term insurance and let the
client make the decision. We have found this
approach to be far more effective than just
telling our clients what to do.

Continued on next page
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Obtain Client Data

The educational process

We begin the financial planning process for
a comprehensive plan by obtaining various
data from the client including goals and
financial concerns, cash flow, balance sheet,
tax returns, wills and trusts, all insurance
policies, brokerage statements, and any
other pertinent information. This document
list is quite extensive and, for the client, the
most painful part of the planning process.
We have learned to be patient and helpful in
assisting with this task.

At our second meeting, usually two to four
hours, we review in detail the action list and
whose responsibility it is to implement each
item. Since most of our clients engage us to
manage their investments, we allocate time
to explain the history of the stock and bond
market and discuss reasonable expected
rates of return. We teach them the impor
tance of asset allocation, tax efficiency, and
low cost. We also show them the research
on why most mutual funds under-perform the
market averages. This is where the CPA plan
ner will rise above the competition. We have
found that the educational process is a key
component to our success.

Next, we study the data, organize it, and
prepare a working copy of a plan using
Money Tree financial planning software.
During our first client meeting, often four to
six hours long, we review all the data and
get to know the client.

Develop an action list
From that first meeting, we develop an
"action list" of items the client has decided
to implement to improve finances and
achieve financial goals. We use a list of
headings and bulleted items for emphasis
and clarity. An example under the heading of
"Financial Independence" might read,
"Consult with your pension administrator
and review the possibility of adding a 401 (k)
or a cross-tested profit sharing plan to your
company's retirement plan." Under the cate
gory of "Estate Planning," we may recom
mend something as simple as, "Meet with
your attorney to update your will, living will,
and health care surrogate and create a revo
cable living trust." Under the "Investment"
heading we often recommend, "Consolidate
your fifteen brokerage accounts at the five
different custodians into one custodian."

The next meeting usually takes place 30 to
60 days later to review the transfer of
investments and discuss the progress of
implementing the items on the action list.
This meeting is critical, especially if we are
managing the client's investments. This is
a time to reassure and to answer ques
tions, because the client has given us the
authority to manage the funds. During the
first year of a financial planning engage
ment, a number of conferences and phone
calls take place, depending on the com
plexity of the client's finances. Each client
contact is an opportunity for us to demon
strate our knowledge and commitment to
assist in reaching a critical decision, as
well as point the client toward the ultimate
goal of financial independence.

In subsequent years, we normally have two
to three meetings annually, which include a
portfolio and performance review, and a com
parison with benchmarks. The bulk of the
meeting time focuses on other financial plan
ning issues such as education funding, estate

planning, income tax planning, and risk man
agement. We then update the action list for
the items completed and add new ones
where appropriate. Financial planning is
an ongoing lifetime process, not a one
time event.

The secrets to our success
Our firm's approach to the financial planning
process has been very effective for our
clients. In looking back over the past 30
years in business, I can pinpoint a number
of key issues that have led to our success.
First, our reputation as honest and ethical
advisers to the community has enabled us
to have very high client retention.

Second, since our transition to fee-based
financial planning and asset management
15 years ago, we have always been on the
same side of the table as our clients. Our
advice has been and will continue to be in
the best interests of our clients. Planners
who are commission-based product sales
representatives, unfortunately, sometimes
tend to push a decision with the highest
commission. Once these planners are paid,
there is very little reason to continue the
relationship. Our firm wants to establish
long-term relationships with clients and
their families and act as their chief finan
cial adviser — for generations.
Chas P Smith, CPA/PFS is the
owner of Chas P. Smith ft Associates,
PA, CPA's in Lakeland, FL. He can
be reached at 863-688-1725 or
cpsmith@cpalliance. com. •
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Financial Planning for
the Older Adult
by Michael David Schulman CPA/PFS

reduce expenses, or (iii) a combination of both.

As more and more Americans approach retire
ment age, CPA financial planners will be called
on to apply their expertise to assist them. Older
adults need to accumulate sufficient funds to
retire comfortably, as well as to meet the finan
cial challenges that arise in their later years.
These challenges include providing for a life
time income stream, financing for long-term
care (both in and out of the home) as well as
the cost of medications, and providing for dis
abled children and spouses.

Asset allocation of the investment portfo

Some financial issues affecting older adults
include:
Can I afford to retire?
When meeting with clients, this question will
be at or near the top of the list. For some more
fortunate clients, older and affluent, the answer
will be easy. For most, however, this simple
question has a complicated answer, if it has an
answer at all.
Clients must be encouraged to make a realistic
estimate of their long-term expenses.
Remember, if a client retires at age 62, he or
she might be paying bills for another 20 to 30
years. An estimate of expected inflation is cru
cial here. After analyzing expenses, it is impor
tant to add costs most likely omitted. These
costs usually center on medical issues. For
example, the cost of drugs will dramatically
increase as a client ages. For clients who are
not expected to qualify for Medicaid, it is pru
dent to include additional expenses of long
term care such as nursing homes, senior living
facilities, and personal assistants.

In a like manner, a realistic estimate of income
should be made. Pre-retirement income can be
estimated from the client's income tax returns.
Post-retirement income is estimated by review
ing a client's investment portfolio, retirement
plans, and Social Security projections. In ana
lyzing the client's portfolio, care should be used
in projecting a rate of return. Using too high a
rate of return will overstate the client's expect
ed income and could lead to a future shortfall.

In the event that the analysis uncovers a future
cash shortfall, plans should be made to either (i)
reallocate assets to achieve a higher return, (ii)

Clients must

be encour

lio to secure assets and provide income
needed

aged to make

In general, clients are advised to allocate a
larger percentage of their portfolios to (lower
risk) fixed income instruments as they age.
The reason is obvious: As clients get older,
they are more sensitive to the potential losses
of a risky portfolio.

mate of their

In many cases, especially with employer retire
ment plans, clients haven't reviewed their allo
cations. As a result, allocations selected many
years ago remain active even though they are
inappropriate now. Since these portfolios can
be reallocated without a capital gains tax liabili
ty, there is no reason not to have a correct
allocation. The same reasoning applies to allo
cations within variable annuity and variable life
insurance contracts. For taxable portfolios,
consideration must be given to the cost of the
reallocation.

a client retires

a realistic esti
long-term

expenses.

Remember, if
at age 62, he
or she might

be paying bills
for another

20 to 30
years.

In addition to reallocating assets to reduce risk,
it is also important to reallocate a portfolio to
generate cash flow. This can be accomplished
in a number of ways:

(i)

Mutual funds, stocks, and bonds
can be chosen according to the cash
they generate. Mutual fund distribu
tions, interest payments on bonds,
and dividend payments on stocks
can then be taken, rather than rein
vested,

(ii) Stock and bond portfolios can be
systematically liquidated generating
cash, or
(iii) An annuity can be purchased to pro
vide systematic cash payments.
In all likelihood, a combination of the above will
be employed.

How to accumulate pre-retirement
savings: Comparison of qualified and
nonqualified arrangements

From an individual's point of view, qualified
refers to investments for which the IRC gives

Continued on next page
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special tax deferral treatment. Income earned
in qualified portfolios is not currently taxable,
but is taxable when withdrawn. Qualified
investments include employer pension and
profit-sharing plans, IRAs, and deferred annuity
contracts. Income earned in nonqualified port
folios is immediately taxable.

Qualified investments are subject to a variety
of restrictions. Withdrawals prior to age 59⅟2
are subject to a 10% tax penalty. Adults over
the age of 70⅟2 must take IRA minimum distri
butions into currently taxable income. At
death, unrecognized income in qualified invest
ments is taxable to beneficiaries. This is not
the case in a nonqualified portfolio that is
marked to market value — the unrecognized
income is never taxed.
Income from qualified portfolios is taxed at
ordinary rates, whereas dividends and capital
gains from nonqualified portfolios are taxed at
reduced rates.

Deciding whether to invest in a qualified or
nonqualified portfolio requires careful analysis.
For example, suppose a 60 year old has
$500,000 to invest and has to choose
between a (i) diversified portfolio of mutual
funds, or (ii) an investment into a deferred vari
able annuity with substantially the same hold
ings as the mutual fund portfolio. Money will
not be withdrawn until age 70. Assume an
ordinary income tax rate of 30%.
After ten years, option (i) has reinvested divi
dends and capital gains totaling $435,803,
after income taxes are paid. Option (ii) is
worth $1,198,752.
If the portfolios are closed at age 70, (i) will
have a capital gains tax liability of $20,313
while (ii) will have an ordinary tax liability of
$209,626.
If the portfolios are rebalanced, (i) will have a
capital gains tax to pay, (ii) will not.

After ten years, our investor wishes to change
his choice of funds. Under (i) he must sell his
existing investment, pay a $20,313 capital
gains tax and reinvest $1,050,910 while under
(ii) the annuities can be exchanged, tax-free
under IRC section 1035. The new contract
has a value of $1,198,752 and a basis of
$500,000.

For peace of mind, our investor wants certain
growth and income guarantees in her invest
PFP PLANNER — January/February 2006

ment. For an additional fee, she can obtain
certain guarantees in her annuity contract.
No guarantees are available in a mutual
fund portfolio.

Ways to provide assistance, such as long
term care insurance
Older adults must face the possibility that they
will eventually need long-term care assistance,
whether at home or in a facility. The cost of
such care is extremely high. One year in a
nursing home can cost in excess of $100,000.
Even if a stay in a nursing home is not neces
sary, in-home care is also very expensive.

For the affluent, it might be possible to selfinsure against these costs. For most of us,
however, it is wise to purchase a long-term
care policy. There is a variety of contracts and
features in the marketplace. CPA financial
planners should be familiar with these
features and how to advise their clients.
Some important policy features are:
(i)

Benefit period. Some policies offer
daily benefits ($100, $200, etc.), and
some policies offer monthly benefits.
In some cases, a lifetime benefit
period is appropriate.

(ii)

Elimination period. This is the poli
cy's deductible period, that is, the
number of days before the policy
begins to pay benefits. The longer
the elimination period, the lower
the premium.

(iii) Inflation protection. Because long
term care costs increase annually,
policies offer different options to
cover the annual increases. Under
simple increasing, the benefit
increases by the same amount every
year. So, a policy with a $300 daily
benefit and 5% simple increasing will
increase $15 every year: $300,
$315, $330, $345, $360, etc. In year
20, the daily benefit is $600. Under
compound increasing, the benefit
increases by the same percent of
the prior year benefit. So, for a policy
with a $300 daily benefit and 5%
compound increasing, the benefits
will be $300, $315, $331, $348,
$365, and so on. In year 20, the
daily benefit is $796.
Continued on next page
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Other important topics include:
•Best method of distribution of assets so as
to minimize income taxes for the client but
also to allow for the next generation to
inherit the wealth,

•How to stretch the retirement income
stream,
•Discussion of programs available for older
adults, such as Medicare, drug cards, and
others, and

•Types of housing available (other than
individual homes) and the costs to be
considered.

CPA financial planners wishing to learn
more about this topic should visit
http://pfp.aicpa.org/Resources/ElderCare-lPrimePlus+Services/ for information.

Michael David Schulman, CPA/PFS, is the
principal of Schulman CPA, An Accountancy
Professional Corporation, in Central Valley,
NY He can be reached at 845-928-7336 or
michael@schulmancpa.com. •

Five Errors Financial
Professionals Make When
Working With Divorcing Clients
by Carol Ann Wilson, CFP®

A. Death of either party

With the increased awareness of the role that
financial planners play in people's lives,
divorcing couples often seek help from finan
cial professionals. As a CPA-financial planner,
you must be aware of certain financial and
tax aspects that can help today's divorcing
couples.

What will happen if either party dies before
the non-employee gets the whole share of the
pension? A QDRO can either miss this issue
completely or get it wrong.

In 20 years of practice, I have seen problems
repeat themselves and lead to a financial
planner advising their clients incorrectly, put
ting the planner at risk for a malpractice suit.
Although there are many problems, here are
five common errors:

1. Not understanding the
purpose of a QDRO
The qualified domestic relations order (QDRO)
is an order from the court that tells the plan
administrator what amount is to be given to
the non-employee spouse pursuant to the
divorce. The plan documents need to be read
to ascertain how that company handles a
division of retirement assets in the case of a
divorce. A QDRO should only be prepared by
an attorney or someone who specializes in
QDROs.

The following are some common mistakes in
QDROs:

What if the ex-spouse dies? If the employee
spouse is taking a reduced benefit because of
a survivor option for his ex-spouse and then
that ex-spouse dies, the employee-spouse is
likely to think that his benefit will then
increase to the normal amount. This will not
happen unless addressed by the QDRO.

If the employee dies after the divorce, and no
order is in place, the ex-spouse may lose the
interest in the retirement. This is because the
non-employee is unprotected during the peri
od between the divorce and QDRO approval.

B. Not having the QDRO approved before
the divorce is final
C. Failing to consider early retirement
There are some retirement plans that offer a
substantial bonus to employees who retire
early. This fact should be considered within
the QDRO itself and thought should be given
to negotiating for a portion of the bonus.

2. Not understanding Code
Section 72(t)(2)(C)
Any monies coming from a qualified plan to
the non-employee spouse can be withdrawn
Continued on next page
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without incurring the 10% penalty even if the
person is less than 59 1/2 years old. Taxes,
however, will be paid on it. (An IRA is not a
qualified plan.) If the monies are transferred
from the qualified plan of the working spouse
to an IRA of the non-working spouse, and
then a portion is withdrawn, the 10% penalty
will apply in addition to taxes.

Example: Esther was married to an airline
pilot, Jeff, who was nearing retirement.
They were both age 55. There was
$640,000 in his 401 (k), and the retirement
plan was prepared to transfer $320,000 to
her IRA.
She could transfer the money to an IRA and
pay no taxes on this amount until she with
draws funds from the IRA. But Esther need
ed $80,000 in cash. She asked for $100,000
in cash to be sent to her and the remaining
$220,000 to be sent to her IRA. She received
$80,000 ($100,000 minus 20% withheld for
taxes). This is a terrific planning opportunity
when working with your client.
Note: It is important to remember that the
Section 72(t)(2)(C) exclusion from the 10%
penalty is only applicable when the with
drawal is made according to a QDRO.

3. Violating the front load
ing of maintenance rule
The Internal Revenue Code states that if the
maintenance is more than $15,000 per year,
and the payor wants to deduct the whole
amount of maintenance, maintenance needs
to be paid for at least three years. The
amount can change, but if maintenance
drops by more than $15,000 from one year
to the next, there could be tax-recapture on
the excess.
The recapture rules were designed to pre
vent non-deductible property settlement pay
ments from being deducted as alimony. The
rules come into effect to the extent that
alimony payments decrease annually in
excess of $15,000 during the first three cal
endar years.

The recapture rules do not apply if:

1. Either spouse dies before the end of the
third post-separation year or the spouse
entitled to receive the payments remar
ries before the end of the third post
separation year;
PFP PLANNER — January/February 2006

2. The amount of payments fluctuates for
reasons not in control of the payor
spouse. For example, the payments
might be a fixed percentage of income
from a business or property, or from
compensation for employment or self
employment;

3. The payments are temporary support
payment; or

4. The alimony payments decline for $15,000
or less over the three-year period.

4. Not understanding the
link between mainte
nance length and child
support
Maintenance cannot end or reduce within six
months of the child's 18th or 21st birthday,
or the age of emancipation for the specific
state in which the child resides.
If any amount of alimony specified in the
divorce decree is reduced (1) upon the
happening of any contingency related to the
child, or (2) at a time that can be clearly
associated with a contingency related to the
child, then the amount of the reduction will
be treated as child support, rather than
alimony, from the start. Code sec. 71(c)(2).
Reg. §1.71-1T(c) (Q&A)18.

Many attorneys say, (1) "Johnnie is graduat
ing from high school in five years, so let's
give Mom $2,000 a month alimony for five
years." Or they will say, (2) "Johnnie is grad
uating in five years, so let's give Mom alimo
ny of $2,000 a month for five years and then
reduce it to $1,000 a month for an extra
three years."
This is creating a serious tax problem for
Dad. In case 1, if the IRS considers the
$2,000 per month to be child support
(because it ceased upon Johnnie's gradua
tion from high school), and they make it
retroactive from the beginning or five years
(60 months) times $2,000, Dad will have to
pay tax recapture on $120,000.
In case 2, if the IRS considers the reduction
of $1,000 per month to be child support
($2,000 minus $1,000), and they make it
retroactive from the beginning (60 months
times $1,000), Dad will have to pay tax
recapture on $60,000.

Continued on next page
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5. Not insuring
maintenance
There are three common methods to insure
maintenance: life insurance, disability insur
ance, and annuities.

might become disabled. If he had disability
insurance, he might be able to receive
$4,000 per month tax-free and could con
tinue making maintenance payments. If he
had no insurance and no income, he would
probably go back to court and ask to have
the alimony reduced.

Life Insurance
Because maintenance usually stops upon
the death of the payor, the stream of pay
ments can be covered by life insurance on
the life of the payor if there is no other ade
quate source of security for the future
stream of income. This arrangement should
be part of the final divorce settlement.
If new insurance is needed, make sure it is
applied for before the divorce is final. Then,
if the payor cannot pass the physical and is
denied new insurance, there is still time to
modify the final settlement.

If the court orders the husband to purchase
insurance to cover maintenance and/or
child support and the wife owns the policy,
those premium payments are treated like
alimony for tax purposes and he can deduct
them from his taxable income. Likewise,
the wife will need to declare the payments
as taxable income, unless the parties agree
in their separation agreement to exempt
the payment from alimony tax treatment.

Disability Insurance
A second way to protect the stream of
alimony income is to have disability insur
ance on the payor's ability to earn income.
Assume, for example, that the husband
pays his ex-wife $1,200 per month based
on his salary of $6,000 per month. He

Annuities
A third way to protect alimony is to have
the payor buy an annuity that pays a cer
tain amount per month equal to the alimony
payment. The payor must make a large
lump-sum deposit with an insurance com
pany to an annuity and instruct the compa
ny to make the specific payment. The annu
ity, in turn, will send a monthly check. Once
the alimony obligation has been met, pay
ment will revert to the payor.

Well-informed

financial
advisers can

do a lot to help
people achieve

equitable

settlements
and minimize

the negative,
destructive

results of
divorce.

Summary
Because divorce can and does happen, the
financial adviser's role is to help make the
settlement process as equitable and as
painless as possible — creating a niche for
professionals who are needed in all phases
of the divorce process. Well-informed finan
cial advisers can do a lot to help people
achieve equitable settlements and minimize
the negative, destructive results of divorce.
Carol Ann Wilson, CFP®, Certified
Financial Divorce Practitioner®,
is President of Carol Ann Wilson,
LLC in Boulder, CO. She can be reached
at 303-774-1225, by e-mail at
carolann@carolannwilson. com
or through her Web site at
www.carolannwilson.com. •
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along with our adherence to the highest standards of objectivity and independence,
set us apart from all other financial service providers. Give your clients a clear
indication of your professional competence and experience by obtaining the
AICPA's Personal Financial Specialist credential. Visit www.aicpa.org/PFP
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